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MAR 9 4 2013 

BEFORE THE ARIZONA CORPORATION COMMISSION 

IN THE MATTER OF THE APPLICATION 
OF BELLA VISTA WATER CO., INC. AN 
ARIZONA CORPORATION, FOR A 
DETERMINATION OF THE FAIR VALUE 
OF ITS UTILITY PLANTS AND PROPERTY 
AND FOR INCREASES IN ITS WATER 
RATES AND CHARGES FOR UTILITY 
SERVICE BASED THEREON. 

IN THE MATTER OF THE APPLICATION 
OF NORTHERN SUNRISE WATER 
COMPANY, INC., AN ARIZONA 
CORPORATION, FOR A DETERMINATION 
OF THE FAIR VALUE OF ITS UTILITY 
PLANTS AND PROPERTY AND FOR 
INCREASES IN ITS WATER RATES AND 
CHARGES FOR UTILITY SERVICE BASED 
THEREON. 

IN THE MATTER OF THE APPLICATION 
OF SOUTHERN SUNRISE WATER 
COMPANY, INC., AN ARIZONA 
CORPORATION, FOR A DETERMINATION 
OF THE FAIR VALUE OF ITS UTILITY 
PLANTS AND PROPERTY AND FOR 
INCREASES IN ITS WATER RATES AND 
CHARGES FOR UTILITY SERVICE BASED 
THEREON. 

DOCKET NO. W-02465A-09-0411 
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IN THE MATTER OF THE JOINT 
APPLICATION OF BELLA VISTA WATER 
CO., INC., NORTHERN SUNRISE WATER 
COMPANY, INC., AND SOUTHERN 
SUNRISE WATER COMPANY, INC. FOR 
APPROVAL OF AUTHORITY TO 
CONSOLIDATE OPERATIONS, AND FOR 
THE TRANSFER OF UTILITY ASSETS TO 
BELLA VISTA WATER CO., INC. 
PURSUANT TO ARIZONA REVISED 
STATUTES 40-285. 

DOCKET NO. W-02465A-09-0414 
DOCKET NO. W-20453A-09-0414 
DOCKET NO. W-20454A-09-0414 

REQUEST FOR CORRECTIONS TO 
RECOMMENDED OPINION AND 
ORDER 

Applicants Bella Vista Water Co., Inc. (“Bella Vista”), Northern Sunrise Water 

Company, Inc. (“NSWC”), and Southern Sunrise Water Company, Inc. (“SSWC”) (‘jointly 

“BVWC” or “Company”) hereby submit this request that the ROO be corrected in three 

separate respects: ( 1) accumulated depreciation and depreciation expense are not 

calculated using the group depreciation methodology adopted in the ROO; (2) outside 

services expense has been reduced without any ruling to support the adjustment; and (3) 

interest expense is calculated using the wrong weighted cost of debt. Because each of 

these reflects a discrepancy between the ROO and the schedules, the Company believes 

these matters require correction. 

I. ACCUMULATED DEPRECIATION AND DEPRECIATION EXPENSE. 

In this rate case, Staff recommended that BVWC “convert from the group 

depreciation methodology to individual asset methodology.”’ Rejecting Staffs 

recommendation, the ROO holds that the Company will not be required to convert the 

manner in which it determines depreciation expense.2 In other words, the ROO adopts the 

Company’s position and authorizes the continued use of group depreciation. The group 

depreciation methodology used by the Company in this case is the same one commonly 

used and approved by the Commission for water utilities3 

ROO at 15:25 - 16:l. 
Id. at 16:21-22. 
Tr. at 241 - 242, 304, 1040 - 1041, 1046 - 1047; Rejoinder Testimony of Thomas J. Bourassa 
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Unfortunately, the ROO’S schedules, and the rate base, operating expenses and 

rates set forth therein, are based on Staffs individual asset methodology, which the ROO 

re je~ted .~  As a result, rate base is increased by nearly $365,000, but depreciation expense 

is understated by more than $226,000.5 The Company can find no explanation for the 

discrepancy, other than it being a mistake. The difference in both the computed 

accumulated depreciation balance and annual depreciation expense between the ROO and 

BVWC’s position is the methodology employed by Staff, which was rejected in the ROO. 

Staffs method is an asset specific method that was rejected in favor of continued 

use of the group depreciation method.6 As compared to the group method, Staffs method 

results in lower annual depreciation expense compared to the group method. The ROO 

adopts an accumulated depreciation balance of $10,077,878.7 Under the group method, 

however, the accumulated depreciation is $10,442,498.’ 

In conclusion, since the ROO clearly adopts the continued use of the group 

method, the Company respectfully submits that the rates should be determined using that 

method as well. Right now, the rates are erroneously calculated using the rejected 

individual asset method and the Company faces a revenue shortfall as a result. 

11. OUTSIDE SERVICES EXPENSE. 

The Company made a pro forma adjustment to recognize known and measurable 

changes in the costs of Outside Services expense occurring during the test year.’ Staff 

recommended an adjustment to reduce this expense by $36,03 8, which adjustment 

eliminated known and measurable wage increases.” Nowhere in the ROO is Staffs 
~ 

(“Bourassa Rj .”) at 10. 
See Summary of Corrections to Depreciation Expense and Income Tax Expense at Attachment 1. 
Id. 
For more information on the acceptability of the group method see Bourassa Rj. at 7 - 12. 
See ROO at 19. 
See BVWC Consolidated Schedule B-2 at Attachment 2. 
Thomas J. Bourassa Testimony in Support of Consolidation at 1 1 :22-23. 

8 

lo See Staffs Opening Brief Schedule CSB-15 for Bella Vista, and CSB-14 for NSWC and SSWC. 
Respectively, the breakdown is $29,388 for Bella Vista, $2,3 13 for NSWC, and $29,388 for SSWC. 

2 
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recommended adjustment adopted, or even discussed; however, the adjustment is made in 

the ROO’s schedules reflecting operating expenses. As a result, BVWC’s operating 

expenses are understated by $36,038. 

111. INTEREST EXPENSE. 

The interest synchronization in the ROO appears to be based on Staffs weighted 

cost of debt of 2.1 percent.” Based on the ROO’s recommended capital structure and the 

cost of debt, however, the weighted cost of debt should be 1.4 percent.12 As a result of 

this error, the ROO’s income tax expense is understated by approximately $35,300. 

IV. RELIEF REQUESTED. 

In light of the foregoing, the Company asks that the Hearing Division issue 

amendments to correct the depreciation methodology and calculation of accumulated 

depreciation and depreciation expense, outside services expense and interest expense, as 

well as the resulting rate base, operating expenses and rates for water utility service by 

BVWC. The attached schedules reflect what the Company believes should be the rate 

base, operating expenses and revenue requirement would be if the ROO were adopted as 

appears to be intended.13 

... 

... 

... 
e . .  

... 

... 

l1  This is not readily discernible from the ROO; however, the Company discovered the anomaly because 
Staffs Opening Brief Schedule Consolidated Systems (Bella Vista, Northern Sunrise, Southern Sunrise) 
CSB-2 shows a weighted cost of debt of 2.1% and it is only by the use of a 2.1% weighted cost of debt that 
the numbers in the ROO at page 19 reconcile. 
l2 See ROO at 33:18. 
l3  See Attachment 1. 
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DATED this 24th day of March, 20 1 1. 

FENNEMORE CRAIG, P.C. 

BY 

Suite 2600 
Phoenix, Arizona 850 12 
Attorneys for Bella Vista Water Co., Inc., 
Northern Sunrise Water Company, Inc., 
and Southern Sunrise Water Company, 
Inc. 

ORIGINAL and thirteen (13) copies 
of the foregoin were filed 
this 24th day o F March, 201 1, with: 

Docket Control 
Arizona Corporation Commission 
1200 W. Washington St. 
Phoenix, AZ 85007 

COPY of the foregoing hand-delivered 
this 24th day of March, 20 1 1, to: 

Chairman Gary Pierce 
Arizona Corporation Commission 
1200 W. Washington Street 
Phoenix, AZ 85007 

Commissioner Paul Newman 
Arizona Corporation Commission 
1200 W. Washington Street 
Phoenix, AZ 85007 

Commissioner Sandra D. Kennedy 
Arizona Corporation Commission 
1200 W. Washington Street 
Phoenix, AZ 85007 

Commissioner Bob Stump 
Arizona Corporation Commission 
1200 W. Washington Street 
Phoenix, AZ 85007 

4 
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Commissioner Brenda Burns 
Arizona Corporation Commission 
1200 W. Washington Street 
Phoenix, AZ 85007 

Jane L. Rodda 
Administrative Law Judge 
Arizona Corporation Commission 
400 West Congress 
Tucson, AZ 85701-1347 

Steven M. Olea, Director 
Utilities Division 
Arizona Corporation Commission 
1200 W. Washington Street 
Phoenix, AZ 85007 

Robin Mitchell, Esq. 
Legal Division 
Arizona Corporation Commission 
1200 W. Washington Street 
Phoenix, AZ 85007 

John Le Sueur 
Advisor to Chairman Gary Pierce 
Arizona Corporation Commission 
1200 W. Washington Street 
Phoenix, AZ 85007 

Nancy La Placa 
Advisor to Commissioner Paul Newman 
Arizona Corporation Commission 
1200 W. Washington Street 
Phoenix, AZ 85007 

Cristina Arzaga- Williams 
Advisor to Commissioner Sandra D. Kennedy 
Arizona Corporation Commission 
1200 W. Washington Street 
Phoenix, AZ 85007 

Amanda Ho 
Advisor to Commissioner Bob Stump 
Arizona Corporation Commission 
1200 W. Washington Street 
Phoenix, AZ 85007 
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Tom F. Galvin, Jr. 
Advisor to Commissioner Brenda Burns 
Arizona Corporation Commission 
1200 W. Washington Street 
Phoenix, AZ 85007 

Antonio Gill 
Aide to Chairman Gary Pierce 
Arizona Corporation Commission 
1200 W. Washington Street 
Phoenix, AZ 85007 

Jennifer Yb arra 
Aide to Commissioner Paul Newman 
Arizona Corporation Commission 
1200 W. Washington Street 
Phoenix, AZ 85007 

Katherine Nutt 
Aide to Commissioner Sandra D. Kennedy 
Arizona Corporation Commission 
1200 W. Washington Street 
Phoenix, AZ 85007 

Trisha Morgan 
Aide to Commissioner Bob Stump 
Arizona Corporation Commission 
1200 W. Washington Street 
Phoenix, AZ 85007 

Tracy Hart 
Aide to Commissioner Brenda Burns 
Arizona Corporation Commission 
1200 W. Washington Street 
Phoenix, AZ 85007 

COPY of the foregoing mailed/emailed 
this 24th day of March, 201 1 to: 

Michelle Wood, Esq. 
RUCO 
11 10 W. Washington St., Suite 220 
Phoenix, Arizona 85007 

- 

BY/- 
24064 13 
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ATTACHMENT 1 



Beila Vista Water Company 
Docket No. W-02465A-09-0411 
Summary of Corrections to Depreciation Expense and Income Tax Expense 

Schedule 1 

Per Corrected 
- ROO 

$ 26,505,766 

Per 

$ 26,505,766 
- ROO Correction 

Plant-in-Service 
Less: 
Accumulated Depreciation (1 0,077,878) (364,620) 

$ 16,427,888 

(1 0,442,498) 

$ 16,063,268 Net Plant-in-Service 

Less: 
Advances-in-Aid of Construction $ 6,781,443 $ 6,781,443 

Contributions-in-Aid of Construction 
Less: Accumulated Amortization 
Net ClAC 

542,445 542,445 
(230,987) 
31 1,458 

(230,987) 
31 1,458 

Service and Meter Line Advances 559,605 

206.1 20 

559,605 

Customer Security Deposits 206,120 

Deferred income Taxes 626,933 626,933 

7,577,710 Original Cost Rate Base 7,942,330 

Adjusted T.Y. Revenues 
Less: 

Operating Expenses 
Depreciation' 
Income Taxes' 

Operating Income 

$ 4,162,136 $ 4,162,136 

$ 2,856,232 
809,973 226,729 

$ 2,856,232 
1,036,702 

127,045 (64,459) 
$ 368,886 

62,586 
$ 206,616 

Required Rate of Return 8.8% 8.8% 

Required Operating Income $ 698,925 $ 666,838 

Operating Income Deficiency $ 330,039 

1.651 7 

$ 545,126 

$ 4,707,262 

$ 460,223 

1.651 7 

$ 760,150 

$ 4,922,286 

Tax Factor 

Increase in Gross Revenue Requirement 

Total Revenue Requirement 

13.10% % increase 18.26% 

The ROO'S accumulated depreciation balance and annual depreciation expense are based upon 
specific asset method. However, ROO adopts group depreciation method. 

to compute the interest expense deduction is too high. The ROO appears to use a weighted 
cost of debt of 2.1 % rather than the correct wieghted cost of debt of 1.4%. 

1 

' Income Tax Expense per the ROO is understated because the weighted cost of debt used 
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